This article examines announcement effects of 240 international joint ventures undertaken by firms to ascertain their impact on shareholders' wealth. The positive-multinational-network hypothesis suggests that the market reaction should be related to the option value of the venture. To test the positivemultinational-network hypothesis, first the market reaction between ventures into developed and less-developed countries are contrasted. Then, the reaction between ventures that form the basis for initial operations in a country and subsequent operations are contrasted. Results indicate that venture-specific characteristics influence announcement effects and that the positivemultinational-network hypothesis is supported (JEL G14, G31, G34).
I. Introduction
International alliances have grown at a torrid pace in recent years and these alliances are becoming more important strategically (Serapio and Cascio [1996] ; Geringer and Hebèrt [1991] ). Therefore, it is important to ascertain whether international joint ventures (IJVs) are in the best interest of the firm's shareholders.
A review of the literature on the wealth effects of IJVs indicates that empirical investigation of this important area is sparse and the results are mixed (e.g., Finnerty, Owers, and Rogers [1986] , Lee and Wyatt [1990] , Lummer and McConnell [1990] , Crutchley, Guo, and Hansen [1991] , Chen, Hu, and Shieh [1991] , and Chung, Koford, and Lee [1993] ). Therefore, it is important to apply theories from other corporate investment decisions to attempt to explain the mixed previous results.
One explanation for the mixed results reported is the positivemultinational-network (PMN) hypothesis. Under the PMN hypothesis, venture-specific sample characteristics may drive the results. Kogut (1983) asserts that international expansion creates embedded options that can be exercised to create a globally maximizing network. The empirical work on the positive-multinational-network hypothesis by Doukas and Travlos (1988) supports Kogut's theory. Therefore, incorporating these factors into IJV research would be enlightening and may explain the mixed results reported in past research.
The goal of this article is to extend previous works by examining the positive-multinational-network hypothesis. Under the PMN hypothesis, two proxies for option value are suggested. First, the level of development of the partners' country should be inversely related to option value. This arises from the assumption that more expansion opportunities and less competition exist in less-developed countries. Secondly, initial expansions into a country should have more option value under the assumption that they may enable the firm to learn firsthand about the foreign market and future opportunities that can be undertaken. Therefore, the reactions between IJVs in developed and less-developed countries (LDCs) are contrasted. Then the reaction between initial and subsequent entry into a country is contrasted.
The remainder of the paper is organized as follows. Section II reviews relevant literature and develops the hypotheses. Section III presents details on the data and methodology employed. Empirical results and conclusions are presented in sections IV and V, respectively.
II. Background
Finance theory posits that in fulfilling their responsibility to maximize shareholders' wealth, managers should undertake only positive net present value (NPV) projects. Since the value of the firm is the sum of the NPVs of the projects it has undertaken, positive NPV projects increase the value of the firm. Thus, announcements of these projects should elicit a positive stock price reaction. Therefore, under the assumption that managers attempt to maximize shareholders' wealth, the first hypothesis is Hypothesis 1: The announcement of an IJV should elicit a positive stock price reaction for the U.S. announcing firm.
However, extant evidence on wealth effects of international joint ventures is mixed. Finnerty, Owers, and Rogers (1986) examine 110 international and 80 domestic JVs to determine their wealth effects. They find an insignificant market reaction and conclude that, on average, these are zero NPV projects since they do not affect shareholders' wealth. Lee and Wyatt (1990) and Chung, Koford, and Lee (1993) report more troubling results, negative announcement effects. Lee and Wyatt (1990) examine the announcement effects of IJVs for 109 firms and find negative announcement-day returns for the full sample. They hypothesize that the level of economic development of the partner's country is an important factor, so they examine differential announcement effects for IJVs undertaken with partners in developed and less-developed countries. They find that the market reaction is negative and inversely related to the level of development. However, the sample size for less-developed countries is only n = 11. Chung, Koford, and Lee (1993) examine the IJV announcement period returns of 164 U.S. firms over the period [1969] [1970] [1971] [1972] [1973] [1974] [1975] [1976] [1977] [1978] [1979] [1980] [1981] [1982] [1983] [1984] [1985] [1986] [1987] [1988] and find that, on average, the abnormal returns are negative. They divide the sample into developing and developed countries and find that both groups elicit a negative reaction, but the reaction is statistically insignificant for each group. This is clearly inconsistent with expected results given the managerial charge to increase shareholders' wealth (or firm value).
Crutchley, Guo, and Hansen (1991) and Chen, Hu, and Shieh (1991) study Japanese-U.S. IJVs and China-U.S. IJVs respectively. Both articles report positive announcement effects for the U.S. firm. These results are consistent with the findings reported by McConnell and Muscarella (1985) for increases in capital expenditures and McConnell and Nantell (1985) for domestic joint ventures. This is also consistent with managers fulfilling their fiduciary responsibility by undertaking positive NPV projects. Kogut (1983) and Doukas and Travlos (1988) suggest that a U.S. firm's operational expansion into new industries and geographic regions can be beneficial since it creates options for the firm. This type of expansion would increase the firm's ability to exploit market imperfections through regulatory system arbitrage, tax arbitrage, or capital market arbitrage. Also, these expansions may partially satisfy shareholders' international diversification needs. Finally, these expansions create an opportunity to gain firsthand experience in a foreign market. This experience could create numerous future opportunities that otherwise would be unavailable. This complicates traditional capital budgeting analysis since it is essentially an embedded option. This embedded option could be valued by discounting the future NPV of a project to the present if the NPV and date of implementation of the project were known. However, as a practical matter, neither is known a priori. Doukas and Travlos (1988) study international acquisitions and find that shareholders of U.S. MNCs benefit most when their firms expand internationally into less-developed countries for the first time. Lee and Wyatt (1990) find similar results for IJVs; however, the announcement effect is negative. These results are likely due to less-developed countries possessing more opportunities for further expansion than industrialized countries and exhibiting less intense competition. This could easily result in creating a first-mover advantage for the firm. Therefore, it is reasonable that the announcement effect will be more strongly positive for IJVs in less-developed countries than for those in industrialized countries. Formally, the second hypothesis is:
Hypothesis 2: Announcement effects of IJVs will be inversely related to the level of development of the foreign partner's country.
If embedded options result from the ability to learn about opportunities in foreign markets, it is reasonable to believe that an initial expansion would have the greatest payoff in terms of learning about the market conditions and exploitable opportunities. Therefore, the reaction should be stronger for IJVs that provide initial exposure in a country than for subsequent operations in that country. Formally, the third hypothesis is Hypothesis 3: Shareholders benefit more from IJVs that create initial exposure in a country.
III. Data and Methodology
The sample consists of 240 IJVs undertaken since 1988. The Wall Street Journal Index is used to identify the IJV announcement and the announcement date. The sample covers only completed IJVs by firms listed on the NYSE or AMEX whose stock market data are available in CRSP and Standard & Poors COMPUSTAT tapes. IJVs in the banking industry (two digit SIC codes 60-67) are excluded from the sample as are announcements for firms if other firm specific events (e.g., capital expenditures, or earnings or dividend announcements) occur during the announcement period (10 days before or after the joint venture announcement).
To test the hypotheses, the full sample is stratified in several ways. First, to classify the IJVs into developing or developed countries, the IMF classification is employed. Secondly, the references used for grouping joint ventures into initial expansion and subsequent expansion are the Directory of American Firms Operating in Foreign Countries and Moody's Industrial Manual.
Among the 240 IJVs, 126 are consummated with foreign partners in industrialized countries and 114 in developing countries. In 121 cases, U.S. firms expand their operations into foreign partners' countries for the first time and, in 119 cases, they expand existing businesses in those countries.
To measure the announcement effects of IJVs on the returns to the U.S. firm's shareholders, the event-study methodology of Brown and Warner (1985) is employed. The abnormal return is computed as:
where R i,t is the realized return on stock i on day t, R m,t is the CRSP equally-weighted market return on day t, and i and i are the market model parameter estimates for stock i during the control period (event day -150 through -11). The coefficients estimated are used to compute the abnormal daily returns for the announcement period (event day -10 to +10) where event day +t (-t) represents the t th trading day after (before) the announcement date (t = 0). AR i,t is the abnormal return on stock i on day t, and is measured as the difference between the observed daily return and the expected daily return (as measured by the OLS market model).
The average abnormal return (AAR t ) across takeovers on day t is then computed as
where N is the number of joint venture announcements.
The cumulative abnormal return (CAR) between event day T1 and day T2 is calculated as
where T1 is the beginning day of the interval in the event period and T2 is the ending day of the interval in the event period.
The estimated values of AARs and CARs are tested for a statistically significant difference from zero using the standardized t-test in Brown and Warner (1985) . Additionally, the nonparametric binomial-sign test is used to test whether the number of positive event-day returns is greater than expected.
Finally, cross-sectional regression analysis is used to more closely examine the effects of factors that are theoretically important (equation 4). In separate regressions, both announcement-day AARs and two-day CARs (-1,0) are used as the dependent variables.
The explanatory variables used are a dummy variable which equals one if the host country is classified as a developing county and zero otherwise (DEV), and another dummy variable which equals one if the firm has prior operational experience in the host county and zero otherwise (EXP). The coefficients are generated by the model and show the amount of the abnormal return associated with the factor. Table 1 presents the announcement effects of international joint ventures on common stock returns. Since the announcement-day AARs (t = 0) are positive and significant at the .01 level, results indicate that, on average, shareholders benefit from the announcement of international joint ventures for this sample. This supports the view that managers are acting in the best interest of shareholders and attempting to discover profitable opportunities. Therefore, these findings are consistent with the findings reported by McConnell and Muscarella (1985) for increases in capital expenditures and McConnell and Nantell (1985) for domestic joint ventures. However, abnormal gains from news are relatively small (on average about .4% on the announcement date). These results are consistent with the findings of Lummer and McConnell (1990) , Crutchley, Guo, and Hansen (1991) , and Chen, Hu, and Shieh (1991) . However, these findings are contrary to the finding of no significant reaction by Finnerty, Owers, and Rogers (1986) and to the negative significant reaction reported by Lee and Wyatt (1990) , and Chung, Koford, and Lee (1993) . One explanation for differential announcement effects is that differences in sample composition exist in terms of embedded options under the positive-multinational-network hypothesis. Therefore, testing of the other hypotheses must be conducted. The announcement effects for 240 international joint venture announcements by U.S. firms are presented below for five days before Note: The statistics in this table are based on a sample of 240 international joint ventures by U.S. firms. The event date variable t = 0, ±1,...., ±5, where t = 0 represents the announcement day. Negative numbers are for the number of days prior to the announcement and positive numbers are for the number of days after the announcement. AAR is the average abnormal (percentage) return, and t-value and p-value are for testing the null hypothesis that the AAR is equal to zero. CAR is for the two-day cumulative abnormal (percentage) return, and %positive is the percentage of joint ventures with positive abnormal returns. *,**,***denotes statistical significance at the 10%, 5%, and 1% level, respectively. and five days after the announcement. Column one presents the event days where t = 0 is the announcement day and -t (+t) is the t th day before (after) the announcement. Column two presents the average abnormal return (AAR) in percent and column three presents the t statistic and p value to test the hypothesis that the AAR is different from zero. Column four presents the two-day cumulative abnormal return where the partners are from less-developed countries. AAR is the average abnormal return, and t-value and p-value are for testing the null hypothesis that the AAR is equal to zero. CAR is for the two-day cumulative abnormal return, and %positive is the percentage of joint ventures with positive abnormal returns. N is the sample size. *,**,*** denotes statistical significance at the 10%, 5%, and 1% level, respectively.
IV. Empirical Results
(CAR) in percent. The percentage of joint ventures with positive abnormal returns is presented in column five. Table 2 presents announcement effect results for joint ventures in both developing and industrialized countries to ascertain whether the positive-multinational-network hypothesis can explain differential market reaction. Panel A shows that IJVs with foreign partners from Note: The statistics are based on a sample of 240 international joint venture by U.S. firms. Panel A presents the results for 121 international joint ventures which create initial exposure in the partner's country and panel B presents the results for 119 international joint ventures which create subsequent exposure in the partner's country. AAR is the average abnormal return, and t-value and p-value are for testing the null hypothesis that the AAR is equal to zero. CAR is for the two-day cumulative abnormal return, and %positive is the percentage of joint ventures with positive abnormal returns. N is the sample size. *,**,***denotes statistical significance at the 10%, 5%, and 1% level, respectively. industrialized countries did not elicit significant market reaction on the announcement day (t = 0) and elicits a negative AAR of .31% on day t+1 that is significant at the .05 level. This result can be interpreted as the market having a dim view of expanding in industrialized countries and is consistent with the results of Lee and Wyatt (1990) and Chung, Koford, and Lee (1993) . However, as panel B shows, the market reaction is strongly positive (AAR = .52%), and statistically significant at the .01 level for IJVs with firms from developing countries. These results are consistent with Kogut (1983) and Doukas and Travlos's (1988) multinational-network-hypothesis. However, these results are inconsistent with the negative market reaction reported by Chung, Koford, and Lee (1993) .
The announcement effects for 240 international joint venture announcements by U.S. firms are presented below for five days before and five days after the announcement. Panel A presents the results for 126 international joint ventures where the partners are from industrialized countries and panel B presents the results for 114 international joint ventures where the partners are from less-developed countries. Column one presents the event days where t = 0 is the announcement day and -t (+t) is the t th day before (after) the announcement. Column two presents the average abnormal return (AAR) in percent and column three presents the t statistic and p value to test the hypothesis that the AAR is different from zero. Column four presents the two-day cumulative abnormal return (CAR) in percent. The percentage of joint ventures with positive abnormal returns are presented in column five.
To further test the multinational-network hypothesis, the announcement effect results for joint ventures for both initial and subsequent expansion into the host country must be examined. Table  3 , panel A shows that IJVs creating initial exposure in a country are viewed favorably and elicit announcement-day (t = 0) AARs of .48% that are significant at the .01 level. Two-day CARs are insignificant. Interestingly, initial expansions also elicit changing signs during the announcement period. One plausible explanation is that the market had some initial reservations about the expansion. This would be consistent with the views that there are both benefits and risks associated with international business, particularly in unfamiliar countries.
Panel B shows that IJVs creating subsequent exposure in a country are not highly prized by the market. While announcement-day (t = 0) AARs are positive (.31%), they are only marginally significant. Twoday CARs are also positive (.5%) and insignificant. However, the reaction is confined to the announcement date, suggesting that there is less ambiguity about the benefits of the venture. Again, this is supportive of Kogut (1983) and Doukas and Travlos's (1988) multinational-network-hypothesis.
The announcement effects for 240 international joint venture announcements by U.S. firms are presented below for five days before and five days after the announcement. Panel A presents the results for 121 international joint ventures which create initial exposure in the partner's country and panel B presents the results for 119 international joint ventures which create subsequent exposure in the partner's country. Column one presents the event days where t = 0 is the announcement day and -t (+t) is the t th day before (after) the announcement. Column two presents the average abnormal return (AAR) in percent and column three presents the t statistic and p value to test the hypothesis that the AAR is different from zero. Column four presents the two-day cumulative abnormal return (CAR) in percent. The percentage of joint ventures with positive abnormal returns is presented in column five.
The above results lend support to the contention that firms entering developing countries and firms entering new markets elicit a stronger reaction than their counterparts (assuming all else is constant). However, they fail to test directly whether differences between the groups are statistically significant. Table 4 presents the t test statistics on the mean differences in the Note: AAR is the average abnormal return on the announcement day. CAR is the two-day cumulative abnormal returns. t-values are for testing the difference in the means in each subsample. *,**,*** denotes statistical significance at the 10%, 5%, and 1% level, respectively.
announcement-day (t = 0) AARs and two-day CARs between various sample pairs. Previous discussions of the event study results concentrate on the market reaction for a given group such as expansion into developing countries. While helpful in determining whether these factors may explain conflicting previous results, it falls short of testing the hypothesis that differences exist between the sample pairs.
Sample pair (1) tests whether shareholders benefit more from IJVs in developing countries. Neither the announcement-day (t = 0) AARs nor the two-day cumulative abnormal returns (CARs (-1,0) ) are significant between the two groups. Therefore, while table 2 suggests that IJV announcements for ventures in developing countries elicit greater market reaction, the difference between the reactions for industrialized and less-developed countries are not statistically significant.
The final test further examines the multinational-network hypothesis by testing whether shareholders benefit more from IJVs that create initial exposure in a country. Neither the announcement-day (t = 0) AARs nor the two-day cumulative abnormal returns (CARs (-1,0)) are significantly different between the two groups. Therefore, results indicate that there is no difference in announcement effects between IJV that creates initial or subsequent exposure in a country. Again, despite evidence supporting the multinational network hypothesis in table 3, there is no difference between the two groups statistically.
The results of Univariate t tests between selected sample pairs are presented below to ascertain whether the observed differences in response are statistically significant. Column one provides the sample pairs. Columns two, three, and four present the average abnormal returns, on announcement day, the standard deviation of those average abnormal returns and the t-statistic for the hypothesis that the average abnormal returns are significantly different, respectively. Columns five, six and seven present the average cumulative returns on announcement day, the standard deviation of those cumulative abnormal returns, and the t-statistic for the hypothesis that the cumulative abnormal returns are significantly different.
Another approach to examining the effect of joint venture characteristic variables on the announcement-day (t = 0) AARs or twoday CARs (-1,0) is by regressing the abnormal returns on the characteristic variables. This allows determination of the average change in abnormal returns for changes in potentially important characteristic variables. Table 5 provides the results of cross-sectional regression analysis between joint venture characteristic variables and AARs on the announcement date. DEV is a dummy variable representing the degree of development of the host country and takes on a value of one for developing countries and zero otherwise. A positive significant coefficient would support the contention that the development of the partner's country is an important factor. However, the results suggest that the level of development of the foreign partner's country is an unimportant factor in explaining market reaction on the announcement date. Thus, it does not support the multinational-network hypothesis of Doukas and Travlos (1988) . EXP is a dummy variable that takes on a value of one for initial operations in a country and zero otherwise. If experience is an important factor, the coefficient should be positive and significant. As shown, the coefficient on EXP is positive but it is statistically insignificant. Therefore it offers no support for the multinational-network hypothesis of Doukas and Travlos (1988) . This is also contrary to the results reported by Barkema et al. (1997) for Dutch firms.
The results of regression analysis are presented below. The regression model examines the impact of the level of development of the partners' country and the U.S. firms' prior exposure in that country on the average abnormal returns. The model tested is ,
AAR a B DEV B EXP
where DEV is a dummy variable representing the degree of development Note: The regression model estimated is AAR t = + 1 DEV + 2 EXP + , where DEV is a dummy variable taking the value of one for developing countries and the value of zero otherwise and EXP is a dummy variable taking the value of one for initial operations in a country and the value of zero otherwise. The model examines the impact of the level of development of the partners' country and the U.S. firms' prior exposure in that country on the average abnormal returns. N is the sample size. *,**,*** denotes statistical significance at the 10%, 5%, and 1% level, respectively. Parentheses include the t-value for the estimates.
of the host country. It takes on a value of one for developing countries and zero otherwise. EXP is a dummy variable representing the firm's prior operational exposure in the host country. It takes on a value of 1 for initial operations in a country and 0 otherwise.
We also perform cross-sectional regression analysis of two-day cumulative abnormal announcement returns (CARs (-1,0) ) on joint venture characteristic variables since, on occasion, the reaction was not confined to the announcement day. Those results are not reported here since they are substantially similar to those in table 5.
V. Conclusion
The announcement effect of U.S. firms' IJVs is examined to ascertain whether IJVs elicit a response similar to that of other important firm announcements. Theory suggests that differential wealth effects for individual firms would be driven by factors related to the positivemultinational-network hypothesis. The positive-multinational-network hypothesis asserts that international expansion creates embedded options that can be exercised to create a globally maximizing network. Two proxies for option value are suggested in the literature, the level of development of the partners' country and whether the expansion is an initial expansion or subsequent expansion. Therefore, the reactions between IJVs in developed and less-developed countries (LDCs) are contrasted and then the reactions between initial and subsequent entry into a country are contrasted.
Empirical findings suggest that, on average, shareholders experience small but significantly positive returns (.4%) on the joint venture announcement date. This result is consistent with the positive reaction reported by Lummer and McConnell (1990) , Crutchley, Guo, and Hansen (1991) and Chen, Hu, and Shieh (1991) in their IJV studies. As hypothesized, findings suggest that significantly positive market reaction takes place when U.S. firms announce joint ventures in lessdeveloped countries, but there are insignificant market responses to joint ventures in industrialized countries. This supports the theory of Kogut (1983) and acquisition study results reported by Doukas and Travlos (1988) . Also, differences in the reaction between initial and subsequent expansions are found. These findings suggest that the market is comfortable with expanding into known territory. However, great uncertainty surrounds expansions into unchartered waters.
